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Business Planning for Small Firms
To Our Readers

The AICPA Minority Business Development Commit
tee promotes the establishment and successful opera
tion of minority business enterprises (MBE). Minority
business owners, as with all small business owners,
need timely financial and management information
and advice to successfully operate their businesses.

The AICPA has developed this newsletter to help an
swer this need. This issue, which is the first in a series
of quarterly newsletters, will provide short articles on
topics of concern to minority business owners.
This newsletter is a free service of the AICPA. The
accounting profession is committed to making a contri
bution toward increasing the number of successful
minority business enterprises.

lanning is an essential part in everyone’s life. Business
planning is equally important. Preparing a business plan
is similar to using a road map. In order to travel somewhere, a
person plans the route by marking the roads and directions,
and proceeds to check the road signs to see that the route is in
the right direction. While a road map is important to the
traveler, it is just as important for any business, no matter
what its size, to have a business plan. This plan need not be
complex or involved, and it should be written down.

P

Business Activities—Six Months Ending March

Business Activity
October
□ Prepare budgets
and cash flow
projections
□ Incorporate
□ Hire key people
□ Begin product
testing
□ Hire legal and
accounting firms
□ Obtain insurance
coverage
November
□ Develop mailing
list
□ Meet with mar
ket consultants
December
□ Obtain financing
commitment
□ Begin brochure
□ Identify produc
tion needs
January
□ First mailing
of brochure

Achieved

Technical Events

Yes

Submit article con
cerning product
to publisher
Attend trade show

Yes
Yes
Delayed,
Nov. 10th
Yes
Yes

Completed Publish article on
Dec. 21st
product
Yes
Attend second
trade meeting
Yes

Present paper to
industry board of
directors
meeting.

Yes
Yes

The business plan should cover many areas. These areas
include determining size objectives in terms of sales, em
ployees and volume, setting profit objectives, defining mar
kets and competition, outlining production goals and
requirements and preparing cash flow budgets and proj
ections. Once the plan has been developed, certain key
activities for the year should be formalized. These activities
are the interstate highways of the business plan. They may be
the hiring of a management team, developing the product,
evaluating the market, or determining product cost. Once
these key activities are determined, it is necessary to focus on
all the secondary roads of the business plan to arrive at the
objective sought. These support items should include such
details as preparing budgets, obtaining financing, reviewing
sources of funds, obtain marketing information, etc. The
table shows a plan for a medical instrument manufacturer that
began recently.

Printing Begin development
delay,
of remote control
Completed
version
Mar. 1st
□ Prepare technical Awaiting
manuals
test results
□ Complete product Completed
testing
Feb. 15 th
February
□ Produce forty
Delayed Publish second
instruments
by product article on
testing to
product
Mar. 5th
□ Sell twenty
Sold ten
instruments
March
□ Second mailing of Delayed, Prepare booth for
brochures
May 1st
trade convention
□ Hire distributors
Delayed,
May 1st
□ Sell twenty
Sold eleven
instruments

This activity plan is not complex, but it does highlight the
important business objectives for part of the year. More
importantly, the format allows space for reporting results,
which is the most important aspect of the plan. It should be
reviewed monthly and future events should be changed based
on new information or changes in objectives.

Often, the business owner seeks outside help from CPAs or
other professionals in preparing these plans. However, a
simple plan can be prepared in a short period of time by any
business owner. By following such a plan, the business
becomes more organized, the future is set forth, and the
business owner is more likely to reach the established goals.

Small Business Stakes a Claim to Share of
Government Research and Development
Since the start of the 1983 fiscal year, 11
Federal agencies have been required to
set aside part of their research-and-de
velopment budgets for competitive
grants to small businesses (for-profit
companies with no more than 500 em
ployees). The grants, called Small
Business Innovation Research (SBIR)
grants, go mostly to high-tech firms
with a capacity for the sort of R&D
work done by the Department of De
fense, NASA, the Department of En
ergy, the National Institutes of Health
and the National Science Foundation.

ing ideas submitted, they award Phase I
funding grants of up to $50,000 for as
much as six months of work in develop
ing the ideas or approaches suggested.
If Phase I work is fruitful, Phase II
grants are made, ranging up to half a
million dollars each. By Phase III, it is
hoped, follow-on private funding will
supplement government production
contracts.
The Small Business Administration has
overall coordinating responsibility for
the program. To learn more, write the

By 1987 the Department of Defense is
expected to be spending $204.3 million
per year on SBIR grants, NASA $62.7
million, the National Institutes of
Health $40.5 million and the Depart
ment of Interior $1.4 million.

Extra Credits Available

Credit also is given if the applicant can
show prospects for obtaining private
sector financing once the preliminary,
government-financed phases are com
pleted. And there are extra credits for
businesses owned and operated by mi
nority entrepreneurs or women.
The 11 agencies each year publish solic
itations describing the areas of research
they are interested in and giving the
deadlines for proposals. After consider

Do you sell by mail? If so, you
should be in the middle of one of
your two busiest times of year.
According to Business Mailer
Quarterly, the best period for di
rect-response mail is JanuaryFebruary. Next best: SeptemberOctober. The poorest periods:
December and July.

IRS Audits May Be Fewer
But Not Informal Queries
As indicated in our last issue, audits of
tax returns are way down: only 1.6 per
cent of returns submitted last year were
audited. But the Internal Revenue Ser
vice admonishes that one shouldn’t
make too much of this fact, for it does
not mean that the IRS is becoming lax.

Other participating Federal agencies,
with relatively smaller amounts of grant
money to award, are the Departments of
Education, Agriculture, Transportation
and Interior, the Nuclear Regulatory
Agency and the Environmental Protec
tion Agency.

The objectives of the program are not
only to spur technological innovation
and to bring more high-tech firms into
government research, but also to pro
vide incentive for converting that re
search into commercial applications.
Companies bidding for grants get extra
credit for including such commercial
possibilities in their written proposals.

Now’s the Time
To Sell by Mail

SBA at 1441 L Street NW, Washington
DC 20416, asking to be included on
their mailing list for the master sched
ule of future SBIR solicitations.
It won’t do to dash off that brilliant idea
of yours for tripling the speed of navy
ships—unsolicited proposals are not
accepted. You have to go through the
set routine, beginning with Phase I. At
every step, care must be taken to follow
instructions precisely so as to meet the
agencies’ technical requirements. Pro
posals must cover a number of topics,
none of which should be overlooked,
such as expected fees or profit margins,
whether certain work will be farmed
out, and many more.
Those with experience in such bidding
emphasize the need to understand thor
oughly the standards and objectives of
the agency being dealt with and to cross
all t’s and dot all i’s.

First of all, tax audits included in the
statistics do not include the IRS’s infor
mal questioning of taxpayers about in
come items that may have been
omitted, perhaps, or about mathe
matical errors favoring the taxpayer, or
deductions claimed for items that are
nondeductible. Nearly 12 percent of all
taxpayers were subjected to such ques
tions, and/or to demands for additional
taxes, last year.
Also, the IRS takes pride in its im
proved capacity for zeroing in on re
turns with the “highest examination
potential.”

Costs of Civic Activities
Can Be Deductible
If you devote time to low-pay or no-pay
local government service, such as town
councils or boards, Revenue Ruling
84-110, IRB 1984-30, gives permission
to deduct out-of-pocket expenses con
nected with such work even when they
exceed income derived from the job.
Heretofore such expenses in excess of
compensation were deductible only as
charitable contributions; now they can
be treated like business expenses.

Thinking of Leaving and Taking the Customers?
Psychologist Suggests You Think Twice
Do you ever feel unappreciated on the
job? Ever say to yourself, “Without me
this company would be nothing; if I
were to leave, most of my clients would
walk out with me”?

better to establish himself or herself in
the new position than by holding onto
those old clients and perhaps even in
creasing the amount of business they do
with the company?

If you do get ideas like that, think twice
before acting on them, suggests psy
chologist Srully Blotnick, who after
long study of the subject has concluded
that before abandoning ship simple pru
dence requires that you first explore the
probable results.

One big factor that helps determine
whether clients follow an individual,
says Dr. Blotnick, is how and where the
customer has contact with the com
pany. If contacts are primarily on the
client’s premises and the client rarely or
never has reason to visit the supplier’s
work place, the chances of the contact’s
being able to retain such a client are
greatly improved. Thus accountants
and attorneys who switch firms have the
highest retention rate of any profession
als—more than 90 percent.

As a National Science Foundation fel
low, a Columbia University researcher
and then as a consultant to industry, Dr.
Blotnick has looked into hundreds of
cases where employees left companies
with high hopes of taking clientele with
them. In many instances, he says, even
when individuals had indeed brought in
customers in the first place and had
serviced their needs ever since, they
were unable to take those customers
with them when they left.
In his book The Corporate Steeple
chase: Predictable Crises in a Business
*
Career,
Blotnick offers several rea
sons for this, beginning with inertia—
call it laziness if you wish—on the part
of the customer. It’s a lot easier and
safer to stay with the old firm than to
take a chance on a new team. At the old
firm the personnel know one’s needs
and ways of doing business, whereas a
new supplier is an unknown—often a
cause of fear.

Another big reason why customers tend
not to leave is the effort the old firm
takes to prevent their leaving. The com
pany is well aware that the one who has
left will try to woo those clients away
and it makes an all-out effort to retain
them; the better the customer, the
greater the effort. This is especially true
of whoever replaces the absentee; how
*Dr. Srully Blotnick, The Corporate
Steeplechase: Predictable Crises in a
Business Career, Facts on File, New
York, NY, 1984.

Salespeople range widely—from 90
percent for those in apparel and textiles
down to 3 percent for auto salesmen. In
“Most ambitious men and
women operate in a very
simple manner: trusting to
intuition and experience, as
well as to their ability to
adapt to almost any situa
tion, they happily take the
plunge if given the chance,
hoping that somehow they
will land on their feet. Under
the circumstances, it is a
small miracle that they ever
manage to do so. There has
to be a better way, par
ticularly since things so
often go badly.”
most retailing, the retention rate is very
low: 1 percent for dry cleaners and zero
for pharmacists, for example. There,
the store—the location—apparently is
everything.

Need for Realism
The author concedes that many of the
nation’s great fortunes were amassed by
people who cut loose from large firms
and started their own fledgling busi
nesses. He adds, though, that you have
to be realistic about how much of the

old business you can take with you.
“The entrepreneur’s life is hard enough
and the failure rate high enough without
the additional emotional burden created
with images of customers following a
charismatic pied piper.”

Salary Continuation Plans
Should Be Put in Writing
If a wage or salary continuation plan,
under which an employee continues to
be paid when absent for reasons of
health, is only an informal arrangement
and the company is closely held, there
can be problems should one of the
owners become ill. The Internal Reve
nue Service, and the courts, could de
cide that in such a situation the
payments are dividends, hence not de
ductible by the company.

This possibility is not difficult to avoid,
although professional assistance is rec
ommended. First, put the salary con
tinuation plan in writing (before the
fact, of course). The provisions—such
and such a percentage of pay for so
many weeks, and so on—need not be
the same for all groups of employees,
but all eligible employees must be
covered.
Disability insurance is available to help
meet the costs of paychecks during pe
riods of sickness or injury.

Extend SBDC Program
For Small Companies
Congress has okayed a six-year
extension of the Small Business
Development Centers, which
provide technical and manage
ment assistance to small busi
ness. Thirty million dollars has
been authorized for the program
in 1985.

Since the program began on a
pilot basis in 1976, more than
300,000 small companies have
been assisted by the centers, most
of which are run by colleges and
universities.

Strictly Personal...

One way to become initiated in securities trading is by
joining an investment club—a group of individuals who pool
some of their savings and make joint investments. Most clubs
require members to put in additional amounts monthly.
Twenty-five dollars is the average minimum, although the
average monthly investment is said to be around $43.

The American Institute of CPAs, the national professional
society of accountants, has taken a stand opposing the flat
rate income tax being discussed in Congress. The organiza
tion’s tax division gave the Senate Finance Committee a list
of reasons why it considers the flat tax a poor idea, including

□ The assertion that a flat tax is needed to reach highincome taxpayers ig
nores the existence of
AICPA Takes
the alternative mini
Stand Against
mum tax.

Flat Tax

□ A flat tax forsakes the
principle of progressiv
ity (taxation according to ability to pay), which has
been a basic tenet of our tax system.
□ A flat tax would disappoint the average taxpayer’s
expectations that it will relieve his tax burden.
□ It would not simplify the tax law for the bulk of
taxpayers.
□ It would not cause the underground economy to
surface.
□ The economy would be severely affected by a major
change in the tax system.
□ And a flat tax would affect adversely activities and
entities such as the real estate industry; charities and
their beneficiaries; states and municipalities and their
residents; and homeowners.
AICPA recommended that Congress create a national com
mission on tax simplification, then put off any further major
tax legislation until that commission can sift through all
pending proposals and come up with recommendations.

The organization also suggested that to achieve tax sim
plification, any proposed tax legislation be given a “com
plexity rating” by a competent, impartial panel.

Investment Clubbers Find Picking
A Stock Beats Spinning the Bottle
Despite headlines year after year about doings on Wall
Street, relatively few individuals actually trade in securities
directly. To most people, even those who could afford to
invest, the market is too big a mystery. They may consider
taking a flyer but don’t know where or how to begin.

What with discussions of new investments, decisions to be
made on reinvesting, as well as receiving reports from mem
bers on their research into trends and prospects, club meet
ings can be pretty lively. It’s a form of social activity that
promises not only useful information but also fun and profit.
How many social activities can claim as much?
The National Association of Investment Clubs (NAIC) esti
mates there are about 25,000 clubs at present, with a com
bined membership of close to 400,000. With average
individual-member holdings of $3,500 each, total invest
ments exceed a billion dollars.
NAIC offers its 5,400 member clubs a lot of suggestions for
achieving what it regards as a reasonable goal of 15-percent
annual portfolio growth. Among these are
□ Invest in growth companies rather than dividend
payers. NAIC defines growth companies as those
whose earnings and
dividends outper
form their industry
average.
□ Reinvest dividends
and capital gains.
□ Invest a fixed
amount each month,
regardless of what
the market is doing.
That way you’ll
average out your
mistakes.
□ Diversify your hold
ings. NAIC’s model portfolio puts one fourth of its
funds in large industrial firms, an equal amount in
industrial firms with sales under $100 million and the
rest spread around in whatever looks good.
□ Have your treasurer bonded. Who knows how an indi
vidual will react to responsibility for other people’s
money? (NAIC clubs are insured for losses by defalca
tion up to $25,000.)

Most clubs are set up as partnerships, so any taxes that may
become due must be paid by individual members. A club
must get an IRS identification number and report all trades
and dividend income.
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